PHI LI PPI NES ECONOM C & FI NANCI AL WWRAP- UP
NOVEMBER 10 - 23, 2001

The peso traded within a | ower band during the weeks of
Novenber 12-23. Donestic interest rates, however,
tapered of f and the bel eaguered sock market recouped sone
of its previous losses. In the banking sector, the
commer ci al banki ng system posted a | ower end- Sept enber
ratio of non-performng |oans (17.92% relative to August
(18.03% as loan growh frominter-bank credits outpaced
t he conti nued nont h-on-nonth expansion in nom nal |evels
of past due accounts. Although inportant issues renain,

t he governnent and Philippine National Bank (controlled
by controversial businessman Lucio Tan) reported progress
on a reverse privatization deal. On the fiscal front,
recently-rel eased nunbers showed that the national
government stayed within its programed ten-nonth budget -
deficit ceiling through expenditure control and | ower-
than-estimated interest costs. W also report on recent
trade statistics, which showed the country's Septenber
inmport bill down by a steep 15.9% year-on-year. End
Summary.

These weekly reviews are avail able on the Enbassy’s web
site (http://usenbassy.state.gov/manila). Qur next
update will be avail abl e on or about Decenber 7. W
provide a |l onger and nore detail ed review of the

Phi i ppi ne econony in the October 2001 edition of our
thrice-yearly Philippine Econom c Qutl ook, which is also
avail abl e on our web site.
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Comrerci al Banks' NPL Ratio at 17.92% as of Septenber
PNB- GOP Report Progress on Reverse Privatization Deal



Septenber Inports Slunp By 15.9% Year - on- Year
Fi scal Update: GOP Deficit Wthin Ten-Mnth Program

FOREX REPORT

The peso slipped further to a weaker P51.90-P52. 18/ US$
band during the two weeks of Novenber 12-23, after
trading in a range of P51.76-P52.09/US$ during the three
weeks of COctober 22-Novenber 9. Except for a brief up
tick on Novenber 16, the peso closed at weaker than

P52/ US$ from Novenber 12-21. Traders cited a nore
bullish sentinment for the US$ on reports that U S. -1ed
stri kes against Taliban forces in Afghani stan had begun
to bear fruit. There were also reports of occasional
forei gn exchange purchases by the Bangko Sentral ng
Pilipinas (BSP, the central bank) to service maturing
obligations. The peso neverthel ess cl osed above the
P52/ US$ during the | ast few days prior to the Novenber
24- 25 weekend, which traders attributed to firner

regi onal currencies, nore encouraging fiscal nunbers (see
paras on fiscal update bel ow), and seasonal flows from
overseas workers' remttances as the Christnas holidays
approached. They added that banks al so unl oaded foreign
exchange holdings in preparation for the governnent's

pl anned | aunching of dollar-1inked peso notes in the
com ng week. The peso closed at P51.990 on Novenber 23,
0. 1% weaker than its closing rate of P51.915 on

Novenber 9.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

OCT 15 51.781 51.770 25.0
16 51. 735 51. 740 50.5
17 51.770 51. 740 62.5
18 51. 694 51. 640 64.0
19 51.712 51. 760 68. 7
OCT 22 51.778 51.775 35.

9
23 51. 813 51. 930 59.5



24 51. 897 51. 945 85.3

25 51. 970 52.010 100. 0

26 52. 058 52. 040 54.7

OCT 29 51.993 51. 930 71.4

30 51. 935 51. 940 82.1

31 51. 956 51. 955 33.0

NOV 01 Phi |'i ppi ne hol i day

02 Phi |'i ppi ne hol i day

NOV 05 51.910 51. 920 69. 5
06 51. 966 51. 965 83.0
07 51. 940 51. 880 93.1
08 51. 840 51. 750 96. 5
09 51. 786 51. 915 87.5
NOV 12 52. 030 52. 090 84.5
13 52. 086 52. 090 92.9
14 52. 141 52. 090 66. 5
15 52. 044 52. 045 111. 7
16 51. 994 51. 920 81.6
NOV 19 52. 046 52. 160 75.5
20 52. 149 52. 070 70. 3
21 52. 046 52. 035 71.5
22 51. 976 51. 940 109.5
23 51.982 51. 990 65. 5

Source: Bankers Associ ation of the Philippines

Bid rates for governnment debt paper softened over the
past two weeks. Analysts attributed the declines to a
positive inflation outl ook, a 50 basis-point cut
(effective Novenber 9) in overnight policy rates by the
Bangko Sentral ng Pilipinas, a restrained fiscal gap for
t he January-QOct ober period, and encouragi ng news on anti -
Taliban, U S -led strikes. They also cited expectations
of further nonetary easing (which BSP officials hinted
may eventually include a relaxation in reserve

requi renents), conbined with a |l ack of [owrisk

i nvestnment alternatives. Analysts expect the downward
bias to continue in com ng weeks.



After rejecting all bids across all maturities during its
weekly (Monday) T-bill primary auctions on October 29 and
Novenber 5, the governnent's auction commttee nmade a
full award of its weekly P3.5 billion offerings during
Novenber 12 and Novenber 19. By Novenber 19, the average
rate for the 91-day bills had softened to 9.525% down
39.3 basis points fromwhen the bills were | ast awarded
on Cctober 22 and al so the | owest average rate seen since
| ate Septenber. By Novenber 19, average rates for the
182-day and 364-day bills had softened to 10.997% and
11.981% respectively -- their |owest rates since md-
August. (See Section Il for detailed interest rate
data.)

The governnent also offered P3.5 billion of new (versus
re-issued) 7-year Treasury bonds in a primary auction on
Novenber 13, as well as offered P3.5 billion worth of new
t wo- year bonds on Novenber 20. Both offerings were
oversubscri bed. The governnment fully awarded the P3.5
billion schedul ed offering of the two-year paper at a

12. 75% coupon rate (conpared with the 13.25% coupon rate
when the governnent |ast nmade an original issuance of the
two-year bonds in May). The governnent accepted P3
billion in bids for the 7-year paper at a coupon rate of
15.625%-- lower than the 16%rate at which the
governnment | ast made an original issuance of the 7-year
instrunments in February, but reportedly higher than the
15% benchmark set by the governnent.

Auction Date 91 days 182 days 364 days
SEP 24 9.577 11. 767 12. 669
OCT 01 9.730 11. 939 no sal es
CCT 08 9. 627 11. 929 12. 757
OCT 15 9. 803 12. 054 no sal es
CCT 22 9.918 12.179 13. 062
OoCT 29 no sal es no sales no sales
NOV 05 no sal es no sales no sales
NOV 12 9.811 11. 702 12. 602



NOV 19 9. 525 10. 997 11.981
Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

AUG 29 12. 9726 11.00 - 14.590
SEP 06 12. 8884 11.00 - 14.590
SEP 13 12. 8746 11.00 - 14.590
SEP 20 12. 8561 11.00 - 14. 467
SEP 28 12. 8915 11.00 - 14.577
OCT 04 12. 9743 11.00 - 14.730
OCT 11 12. 9524 11.00 - 14.730
OCT 18 12. 0239 11.00 - 14.803
OCT 25 13. 0653 11.00 - 14.918
OCT 31 13. 0653 11.00 - 14.918
NOV 08 13. 0831 11.00 - 14.918
NOV 15 13. 0464 11.00 - 14.803
NOV 22 12. 9449 10. 75 - 14.803

Sources: Bangko Sentral ng Pilipinas; Press reports

The Philippine Stock Price Index (Phisix) drifted further
down during the first three days of the Novenber 12-16
tradi ng week before inching upward on bargai n-hunti ng,
donestic interest-rate declines, and reported victories
by U S-led anti-Taliban forces. Stocks received their

bi ggest one-day boost since May 11 on Novenber 22,
boosted further by reports that President Macapagal -
Arroyo's recent U.S. trip had yielded over $1.7 billion
in trade benefits and assistance commtnents. The Phisix
cl osed at 1,088.46 by Novenber 23, its highest closing

| evel since Cctober 5.

Phi |'i ppi ne Stock Exchange I ndex (PH SI X) and
Val ue of Shares Traded



Dat e PHI SI X Val ue

Cl ose (MI1lion pesos)

OCT 15 1040. 80 391
16 1035. 91 312
17 1043. 01 312
18 1028. 40 268
19 1019. 44 200
OCT 22 1011. 10 251
23 988. 04 343
24 979. 34 247
25 989. 97 206
26 1002. 52 299
OCT 29 994. 84 863
30 995. 14 346
31 993. 35 326
NOV 01 Phi |'i ppi ne hol i day

02 Phi |'i ppi ne hol i day

NOV 05 997. 50 541
06 988. 56 422
07 988. 79 286
08 996. 02 472
09 999. 79 413
NOV 12 993. 23 326
13 989. 96 329
14 997. 52 488
15 1, 015. 86 537
16 1, 033. 34 513
NOV 19 1, 042.02 419
20 1, 025. 47 464
21 1, 033. 86 570
22 1, 067. 06 708
23 1, 088. 46 495

Source: Philippine Stock Exchange

COMVERCI AL BANKS' NPL RATI O AT 17.92% AS OF SEPTEMBER



According to the |atest BSP estimates, the commerci al
banki ng systemis ratio of non-performng |loans (NPLs) to
total |oans eased sonewhat to 17.92% as of Septenber,
after inching up to a new high of 18.03%in August.
Septenber's lower NPL ratio reflected a 0.9% (P14.7
billion) nonth-on-nonth increase in outstanding | oans.
The nom nal |evel of NPLs, rising consecutively since the
begi nni ng of the year, inched up further by 0.3% (P957

mllion) nonth-on-nonth. The overall |oan expansion
during Septenber mainly reflected higher inter-bank
credits, which nore than offset a P6.5 billion decline in

| oans to non-bank clients. As of Septenber 2001, total

| oans had grown barely 0.3% year-on-year and had declined
by 3.4% fromthe end-2000 |evel. Restructured |oans

(wi thout which NPL ratios would be higher) increased by
1.4% (P1.5 billion) nonth-on-nonth and 31.5% (P26. 2
billion) from Septenber 2000. Restructured accounts
equal ed 6.96% of commerci al banks’ outstanding | oans —-
up from®6.93%in August, as well as from Septenber 2000’ s
5.31%rati o.

Forecl osed assets -- up by 0.8% (P1.1 billion) nonth-on-
mont h and by 24.6% (P29.3 billion) year-on-year --
equal ed 4.73% of comrerci al banking system assets as of
end- Septenber, on par with the ratio in August but up
from4.07% a year before. Non-perform ng assets (NPAs,
the sum of NPLs and forecl osed assets) expanded by 0.5%
(P2.1 billion) nonth-on-nmonth and by 17. 6% (P64. 5
billion) from 2000's conparable |level to equal 13.71% of
commerci al banking resources (conpared wth the year-ago
ratio of 12.49% . Loan |oss reserves did not keep pace
with the nomnal increase in NPL |evels during the nonth
-- resulting in a somewhat | ower coverage ratio of 43.49%
relative to August's 43.62%fi gure.

Bankers doubt that NPL ratios have peaked, noting that

| oan growm h has sputtered while nore and nore busi nesses
struggle with weak external and donestic markets. One
relatively | arge conpany (which specializes in vehicle-
battery production and al so owns the | ocal franchises for
Kent ucky Fried Chicken and M. Donut) reportedly is
having trouble servicing sone P8 billion in debts and is
seeking to restructure its obligations with creditor-
banks. Looking forward, a continued deterioration in
asset quality could increasingly constrict banks'
margins, liquidity, and overall profitability.



A nunber of banks are studying the use of asset
managenent conpanies to clean up their non-perform ng
accounts. Reflecting the need to address non-performng
| oan and asset portfolios, a nunber of bills have been
filed in both houses of the Philippine Congress seeking
to establish a legal framework for the creation of
"speci al purpose vehicles" (SPVs) and for investnents in
financial institutions' NPAs through asset
securitization. Wile the initiatives are subject to
further discussion and/or refinenment (specifically tax
and regul atory incentives), President Macapagal - Arroyo
has i ncluded policy support for SPVs in her list of

| egislative priorities to the 12th Phili ppi ne Congress.

2001 2000

Sept Aug Sept
In Billion Pesos
Total Loan Portfolio (TLP) a/ 1,572.6 1,557.9 1,567.7
Non- Per form ng Loans (NPL) 281.8 280.9 246.6
Loan Loss Reserves (LLR) 122. 6 122.5 104.5
Restructured Loans (RL) 109.5 108. 0 83.2
Forecl osed Assets (FA) b/ 148. 7 147. 6 119. 3
Non- Perform ng Assets (NPA) c/ 430. 5 428. 4 366. 0
G oss Assets (GA) 3,141.2 3,120.7 2,930.6
Sel ected Ratios (%
NPL/ TLP 17.92 18. 03 15.73
LLR/ NPL 43. 49 43. 62 42. 35
LLR/ TLP 7.79 7. 86 6. 66
RL/ TLP 6. 96 6.93 5.31
FA GA 4.73 4.73 4. 07
NPA/ GA 13.71 13.73 12. 49

a/ Includes inter-bank credits

b/ Gross of allowance for probable |osses

¢/ Sum of NPLs and forecl osed assets

Source: Bangko Sentral ng Pilipinas



PNB AND GOP REPORT PROGRESS ON REVERSE PRI VATI ZATI ON DEAL

The Lucio Tan G oup and the Philippine governnent
announced in a joint Novenber 13 press rel ease that they
had reached "major agreenent” on P23.9 billion in

out st andi ng enmergency assi stance provi ded by the Bangko
Sentral ng Pilipinas and the Philippine Deposit |nsurance
Corp. (PDIC) to Philippine National Bank (PNB) during the
fourth quarter of 2000. Under the proposed arrangenent,
P7.8 billion of PNB's outstanding obligations will be the
subject of a debt-to-equity swap at a conversion price of
P40/ share (versus PNB's P60/ share par value). Another
P10 billion wll be offset against payables owed to PNB
by governnent entities, and the remaining P6.1 billion
restructured over a ten-year period. The governnent and
LTG al so announced that they had agreed on maj or changes
in PNB's organi zati on and nmanagenent. Under the
conversion plan, the governnment (which presently owns 16%
of PNB) and the Lucio Tan G oup (which controls about
7099 will each end up with 45% of the bank

Both parties have agreed in principle on an "exit
mechanism' -- i.e., ajoint sale of PNB shares at the
appropriate tine. However, the detailed terns and
mechani cs of such an arrangenent -- which will be crucial
to a final agreenment on PNB's total rehabilitation
package -- have yet to be fleshed out and coul d prove
controversial. Lucio Tan's group reportedly wants a
right to match potential investors' purchase offer. The
government, on the other hand, is wary of giving back
control of PNB to the controversial businessman after
providing state funds to rehabilitate the banking
institution.

Meanwhi | e, PNB's financial condition continues to
deteriorate. The bank reported a P5.3 billion net |oss
during the first nine nonths of 2001, 3.7 tinmes the net
loss it posted during 2000's conparabl e period. Bank
officials attributed the profit squeeze to | arger

i nterest expenses to service energency |loans from
government regul atory agencies, as well as to |arger

| oan-10ss provisions. The bank, the country's sixth



| ar gest asset-wi se, reported a 53% NPL ratio as of
Sept enber 2001.

SEPTEMBER | MPORTS SLUVP BY 15. 9% YEAR- ON- YEAR

According to |l atest figures released by the governnent’s
National Statistics Ofice (NSO, Septenber 2001's

mer chandi se inport bill (US$ terms) slunped by 15.9%
year-on-year. Septenber saw i nports decline year-on-year
across major commodity groupings -- with raw material s
and intermedi ate inputs (39.3%of the total inport bill)
down 12.49% capital goods (37.2%of inports) off by
15.8% fuel/petrol eum products down by 21.4% and
expenditures for consunmer goods off by 12. 7%

The drop in inports allowed the trade-in-goods account to
eke out a $232 million surplus during Septenber, despite
a 22% year-on-year slunp in export revenues. This

foll owed through a $37 million nerchandi se trade surplus
i n August (which broke from four consecutive nonths of
trade deficits). On a cumulative nine-nonth basis, the
inmport bill contracted by 2.7% year-on-year versus a
steeper 14.1% decline in export revenues. The cumul ative
January- Sept enber 2001 trade surplus stood at $936
mllion, less than a fifth of 2000’ s conparabl e ni ne-
nonth level ($4.2 billion).

BSP officials told the Enbassy that the governnent now
expects full year 2001 export revenues to drop by 15% and
t he nerchandi se inport bill to contract by 3% This
expectation reflects a significant reversal from already
downscal ed July growt h forecasts, when the Macapagal -
Arroyo adm nistration reduced its original export growth
target from4%to 1% and its forecasted inport growth
rate from6%to 3%

PHI LI PPI NE FOREI GN TRADE PERFORNMANCE
(FOB Value in MIlion USS$)

Jan 2000 2,717 2,651 65
Feb 2,902 2,483 419



Mar 2,989 2,742 247

Apr 2,668 2,528 139
May 2,931 2, 437 494
Jun 3, 410 2, 495 915
Jul 3,219 2,676 543
Aug 3, 529 2,643 887
Sep 3, 502 2,973 529
Jan- Sep 2000 27, 867 23, 628 4,239
Jan 2001 2, 889 2, 472 417
Feb 2, 805 2,193 612
Mar 2,870 2,607 262
Apr 2,246 2,693 (447)
May 2, 600 2, 681 (81)
Jun 2,578 2, 609 (31)
Jul 2,594 2,660 (66)
Aug 2,621 2,584 37
Sep 2,731 2, 499 232
Jan- Sep 2001 23, 934 22,998 936

Cunmul ati ve Year-to-Year
Gowh (9% (14.1) (2.7) (77.9)

Sour ce: Nati onal Statistics Ofice

FI SCAL UPDATE: GOP DEFICIT W TH N TEN- MONTH PROGRAM

The national governnent's fiscal deficit stood at P133.3
billion as of October 2001 -- within the P137.7 billion
ceiling programed for the ten-nonth period -- according
to the latest figures. Since Septenber, the governnent's
fiscal performance has been gauged agai nst the revised
fiscal programagreed in inter-agency budget conmttee
nmeetings in July, reflecting reductions in both total
revenue and expenditure targets (while retaining the

full -year 2001 deficit ceiling at P145 billion).

On the revenue side, the Treasury exceeded its targeted
income by P11.3 billion, attributed to higher returns on
government deposits and nore determ ned efforts to

nmoni tor dividend remttances on governnment equity

i nvestnments. The Bureau of Treasury's performance

contai ned the national governnent's aggregate revenue
shortfall to P1L.5 billion despite |ower-than-targeted tax



collections (off by P7.3 billion), privatization receipts
(off by P3.7 billion), and governnment fees and charges
(P1.1 billion below target). The Bureau of Internal
Revenue net its COctober collection goal, keeping its P2.9
billion January- Septenber collection shortfall from
getting out of control. On the expenditure side, the
governnment di sbursed P5.9 billion | ess than the downwar d-
revised programfor the ten-nonth period. An estinated
P4.4 billion of these "savings" canme from | ower-than-
projected interest paynents -- reflecting | ower actual
borrowi ngs (at sonme expense to cash build-up targets) and
| ower -t han- expected interest rates.

The current fiscal team has denonstrated a strong resolve
torein in spending to help keep the national
government's deficit in check. The recently-released
fiscal performance has raised optimsmthat the
governnment may yet end the year nore or less withinits
targeted P145 billion deficit ceiling for 2001. Wth
privatization revenues thus far at barely 10% of the
governnent's full-year P10 billion target, the deficit
target wll only be net if other revenue generating
agenci es manage to take up the slack and/or through
further expenditure control during the two remaining
mont hs of the year.

Beyond the short-termfiscal chall enges, anal ysts
continue to enphasize that structurally weak public
finances continue to pose a serious to the Philippines

|l ong-termgrowt h potential. Initiatives towards

i nprovi ng budgetary discipline and transparency (such as
public sector procurenent reforns and clearer criteria
for project prioritization) are steps in the right
direction. However, nore aggressive revenue nobilization
remai ns crucial to sustaining a deficit-reduction plan

t hat supports the soci o-econom ¢ needs of a grow ng

popul ation, as well as the demands of intensifying gl obal
conpetition.

Nat i onal Governnent Fi scal Perfornmance
(Amounts in Billion Pesos)

2001
Ful | Yr. January - October



Prog. r/ Prog. r/ Actual Diff.

REVENUES 558.2 a/ 460.5 458. 9 (1.5)
BI R 388.1 b/ 323.1 320. 2 (2.9)
Cust ons 105.1 85.4 81.0 (4.4)
Treasury 24.9 b/ 21.7 33.0 11. 3
QO her Ofices 40. 2 b/ 30.3 24.8 (5.6)
Privatization 10.0 c/ 4.6 0.9 (3.7)
Fees and Charges 23.2 c/ 19.8 18.8 (1.1)
EXPENDI TURES 703.2 d/ 598.2 592. 2 (5.9)
I nterest Paynents 181.7 153.9 149.5 (4.4)

SURPLUS/ (DEFICIT)  (145.0)  (137.7) (133. 3) 4.4

r/ Revised program as agreed by inter-agency budget
commttee in July 2001

al Original full-year revenue program reduced by P10
billion.

b/ Full-year 2001 BIR target slashed by P20 billion, P10
billion of which to be offset by P5 billion upward
adjustnent in Treasury inconme and by P5 billion increase
in inconme fromother offices.

c/ Original privatization target increased by P3 billion
and fees/charges by P2 billion.

d/ Slashed by P10 billion to match | owered revenue goal

Source: Bureau of Treasury



